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3 Market Institutions and Marketing Costs

In Section 1.1 the importance of institutional development in trade liberalisation
has been emphasised. Market institutions influence the activities performed on
the market and the costs of exchange. At the end of this chapter, I will formulate
a number of scenarios. They indicate how some potential improvements in the
market institutions on the cereal market in Burkina Faso may improve the
organisation of the marketing channels and decrease marketing costs.

For this purpose, four of the six sub-questions raised in the introduction
of Part I are envisaged in this chapter: 1) Which market institutions influence
transactions? 2) Which factors influence the way a transaction between two
agents is organised? 3) Why do agents choose for a certain way to organise a
transaction? 4) How do changes in the organisation of a transaction influence
marketing costs?

The theory of Institutional Economics may be very helpful in this
respect. It deals in particular with the organisation of market transactions and
the role of institutions in market functioning and market organisation.1

Institutional economists argue that trade needs to be sustained by a number of
institutions to facilitate transactions. Neoclassical economists assume these
institutions to be free of charge and perfectly functioning. In that respect,
neoclassical economics can be regarded as a special and restricted case of
institutional economics (Hodgson, 1998).

First, in Section 3.1, I clarify the notion of institutions. Different types
of institutions will be distinguished, and it will be discussed which market
institutions facilitate or restrain the activities of the market actors on the cereal
market in Burkina Faso. Next, three attributes will be defined which distinguish
transactions from one another. Institutional economic theory enunciates that
institutions influence the attributes of a transaction. Furthermore, these
attributes influence marketing costs. Next, in Section 3.2 some motives are
brought up for choosing a certain type of organisation of a transaction. These
motives and the attributes of the transaction influence how a transaction is
organised (e.g. spot market transaction or a long term agreement between two
                                                                
1 It goes beyond the scope of this thesis to give an exhaustive review of institutional economic
theories. For this I refer to publications of, for example, Williamson (1985, 1989, 1998, 2000),
Eisenhardt (1989), Nabli and Nugent (1989), North (1989, 1991), Mahoney (1992), Hodgson
(1993, 1998), North and Wallis (1994), Lin and Nugent (1995), and Bardhan (2000).
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partners). In fact, the way institutions influence marketing costs is presented
schematically in Figure 3.1. The arrows indicate the direction of the dependency
of the different elements. Using all this plus the analysis on cereal marketing
channels and marketing costs in the previous chapter, a number of scenario�s is
described in Section 3.3. They indicate the influence of changing market
institutions on marketing costs and the cereal marketing channels in Burkina
Faso.

Market
institutions

(Section 3.1.1)

Attributes of a
transaction

(Section 3.1.2)

Organisation of
a transaction

(Section 3.2.2)

Marketing
costs

(Section 3.3)

Motives for choosing an organisation
structure for a transaction

(Section 3.2.1)

Figure 3.1: Schematic representation of how institutions influence marketing
costs.

3.1 Institutional Economics

3.1.1 Institutions

Trade needs to be sustained by a number of institutions to facilitate transactions.
The institutional development of a society has a considerable influence on
transaction costs. For example, if trade laws are well implemented, agreements
can be legally enforced, and traders can easily get information on prices, trade
uncertainties may be substantially lower for the cereal traders in Burkina Faso.
As a result, marketing costs (especially transaction costs) will decrease
considerably. Before discussing some institutional problems on the cereal
market in Burkina Faso, I first define what I mean with �institutions�.

The notion of institutions often remains vague. North (1991, p.97)
defines them as �the humanly devised constraints that structure political,
economic, and social interaction. They consist of both informal constraints
(sanctions, taboos, customs, traditions, and the codes of conduct) and formal
rules (constitutions, laws, property rights)�. Furthermore, they contain
enforcement mechanisms (e.g. courts) to assure compliance of these rules.
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�Throughout history, institutions have been devised by human beings to create
order and reduce uncertainty in exchange�. Institutions form the incentive
structure of a society (North, 1994), they are the underlying determinants of
economic performance and shape the organisation of market transactions.
Hodgson (1993) emphasises the importance of uncertainty reducing measures.
In fact, he defines a market as �a set of social institutions in which a large
number of commodity exchanges of a specific type regularly take place, and to
some extent are facilitated and structured by those institutions. Exchange
involves contractual agreement and the exchange of property rights, and the
market consists in part of mechanisms to structure, organise, and legitimate
these activities. Markets, in short, are organised and institutionalised exchange.
Stress is placed on those market institutions which help to both regulate and
establish a consensus over prices and, more generally, to communicate
information regarding products, prices, quantities, potential buyers and potential
sellers� (Hodgson, 1993, p. 174).

Williamson (1998) makes an ordering in the types of institutions. His ordering
is based on four different levels of social analysis. On each level, the time it
takes to change the institutions involved differs. The ordering is illustrated in
Figure 3.2. The solid arrows in the figure signify the constraints at a certain
level imposed by institutions at higher levels. The dashed arrows signal
feedback to the system, which influences changes in the institutions.

The first level consists of institutions like customs, religion, and norms.
North calls them the �informal institutions�. Usually, economists take them as
exogenous factors, because these rules change slowly. However, they are
important, certainly in developing countries where many exchange relationships
are based on ethnical or kinship ties. Due to its slow adaptability to changes,
these informal institutions may retain agreements or habits for a long time, even
if they have become less suitable. For example, clan or family ties are an
efficient means to reduce uncertainties in exchange relationships in Burkina
Faso. These ties are based on solidarity resulting from social norms, religion,
and customs. However, they may also compel people to hire relatives or offer
services (e.g. credit) even if it would be more efficient not to do so.

Williamson refers to level 2 as the �institutional environment�. The
institutions at this level define the formal �rules of the game�. It concerns
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constitutions, property rights, and laws, but also mechanisms to enforce these
laws, e.g. courts. It is the task of the government to �get the institutional
environment right�. A well organised institutional environment should facilitate
economic transactions, and must shape the incentives for actors at the lower
levels to respect the formal rules. North�s formal institutions are mainly the
institutions at the second level.

The institutions at the third level define the �play of the game�. They
define the organisation structure of market transactions while taking into
account the rules defined at higher levels. Does it concern a one-time
transaction on the spot market or are more long-term agreements made to
structure an enduring exchange relationship? Institutions at this level are the
rules agreed by the actors in a transaction, in bilateral formal or informal (oral)
contracts. On food markets in developing countries most contracts are informal.
Since laws for defining and enforcing contracts do not lead to complete
contracts, parties must negotiate on the terms of the transaction and the rights
and duties of each party.

Finally, the institutions at the fourth level coordinate internal allocation,
or transactions within a firm. These institutions include rules and agreements
between employees of a firm and the employer. They may change continuously,
in response to changing market and economic conditions.

Institutional economics deals especially with the second and third level of this
ordering. Many developing problems are related to deficiencies in the
institutions at the second level. For example, laws are not always executed and
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Figure 3.2: Levels of institutions
Source Williamson (1998).
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enforced correctly, bribery and cheating are often not penalised, courts can
often not function independently or are out of reach for the majority of the
population, and market rules and evolution are often not transparent to the
traders. The absence or malfunctioning of market information systems, which
transmit information on for example market prices or supply and demand
opportunities, impels the need for relational networks to stay informed.
Furthermore, imperfect and discriminating court systems and missing credit
markets necessitate the importance of kinship in trading relationships in many
developing countries. In these relationships enforcement, information sharing,
and credit granting are based on social norms and values.

All this is also valid for the cereal market in Burkina Faso. Bassolet
(2000) notes that the price information transmitted by the market information
system (SIM) in Burkina Faso is used by many traders. Many of them, however,
use additional information from other traders or employees because SIM
information is not always up to date and correct. Modern communication means
like telephone or fax, not to mention internet, are still not widely used to acquire
such information. Gathering information would be much easier if infrastructure
(roads and communication infrastructure) were better organised. At the moment
roads are often bad or inaccessible during the rainy season and telephone lines
and faxes are often interrupted or down. Furthermore, due to the costliness or
inaccessibility of courts, trader unions emerge to protect their clients� interests
and to solve disputes between traders. In principle, this is an efficient way to
regulate trade. Abuse of power by dominant unions, however, results in entry
barriers for new traders on some markets in Burkina Faso (Bassolet, 2000).
Finally, market liberalisation regulations are sometimes slowly transmitted to
lower level public servants, witnessing examples where taxes that have been
abolished are still charged to traders.

An important aspect of institutions refers to property rights. They are at
Williamson�s second level, but influence to a large extent the play of the game
at the third level. The question who owns the property rights of a commodity
influences contract negotiations of the commodity�s use and allocation.
Property rights were an important problem before the liberalisation. The grain
board OFNACER (Office National des Céréales) had the monopoly on trade.
However, most of the marketable surplus was handled by private traders, who
ran the risk to lose their merchandise to the police. However, due to the official
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liberalisation policy this ambiguous situation has come to an end. This example
shows that property rights matter, since �ownership is a source of power when
contracts are incomplete� (Hart, 1995).

The most important group of institutions that shape the transactions in
the marketing channels are at the third level. Here we find the concrete contracts
or agreements which specify the functions that have to be executed by the
partners involved, and the possibilities to control and enforce the agreements.
Agreements for spot market transactions, in which commodities are instantly
delivered and paid, are relatively straightforward. However, more complex
contracts need to be developed in the case of more integrated market
relationships. Take as an example an agreement between a cereal assembler
who works under the authority of a wholesaler. They have to agree on the
efforts of the assembler and the consequences of poor performance. As another
example, consider a trader who purchases cereals from a farmer but picks up the
goods a few months later (storage on the farm). In this case, the trader is the
rightful owner, but agreements have to be made on how the farmer treats the
cereals in the meantime. Since it is difficult to check the farmer�s storage
efforts, property rights must be well defined and enforced. This is a major
problem in Burkina Faso as most contracts are based on oral agreements.
Formal as well as informal organisations are lacking or too expensive to
guarantee the enforcement of the contracts.

3.1.2 The Attributes of a Transaction

Williamson (1989, 1998) argues that three factors distinguish transactions from
one another. The three principle attributes of transactions are the frequency with
which transactions recur, the specificity of the assets necessary to come to a
transaction, and the degree and type of uncertainty of the transactions. Although
all three are important, Williamson concentrates on the second, asset specificity.
Others argue that uncertainty may have a more significant influence on the
governance structure (Mahoney, 1992; Hodgson, 1993). For the cereal market
in Burkina Faso frequency is important as well. These attributes determine an
important part of the transaction costs. Furthermore, they are influenced by the
accessibility and functioning of the market institutions.

Frequency influences the relationships between the transacting parties.
In the case of occasional transactions of small quantities, like for example cereal
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supply by a small producer in the northern, Sahelian zone of Burkina Faso, a
transaction will probably take place on the spot market. On the other hand, in
the case of frequent, voluminous sales by large farms in the southern, fertile
regions of Burkina Faso, it may be profitable for a trader to invest in developing
an assembly network and a stable relationship with the farmers.

Asset specificity has a relation to sunk costs and refers to �the degree to
which an asset can be redeployed to alternative uses and by alternative users
without sacrifice of productive value� (Williamson, 1989, p.142). Asset
specificity can take different forms. For example, human asset specificity refers
to learning-by-doing, which makes it inefficient to let workers perform other
tasks than their own speciality. Cereal wholesalers in Burkina Faso have
invested a lot of time and effort in developing a trade network of cereal buyers
and sellers. Switching over to trading other commodities or moving to other
regions would be a waste of knowledge of the cereal trade business and the
contacts developed. Site specificity refers to advantages that can be attained if
two parties are located close to each other to economise on for example
transportation expenses, e.g. a trader having his stores close to the market place.
If the specificity of an asset is high, large human or physical investments are
involved.

Finally, facing and dealing with uncertainty is identified as one of the
main problems in the organisation of transactions. Koopmans (1957)
distinguishes between uncertainty arising from unpredictable natural
phenomena and from a lack of communication. To illustrate the first aspect, one
of the major risk factors of cereal traders is that they can not recover their
assembly investments due to low supply as a result of a bad harvest. Regarding
the second aspect, the malfunctioning cereal price information system in
Burkina Faso, discussed above, provokes a great deal of uncertainty as for the
revenues that can be earned from selling elsewhere. Williamson (1989) adds a
third, and a very important, form of uncertainty, behavioural uncertainty.
Strategic features such as nondisclosure, disguise, and distortion of information
are likely to be present  in a bilateral relation between two parties. None of the
parties will have complete information, causing different kinds of behavioural
uncertainties. This is the subject of the principal-agent theory, one of the
branches of institutional economic theory. In an organisation different parties
can be distinguished, where one party, the agent, acts on behalf of another, the
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principal. The interesting issue in such a relation is the uncertainty of the
principal with respect to the agent�s actions and characteristics.

Due to the costliness of gathering information and differences in
interpreting it, contracts are incomplete and information is asymmetrically
distributed among the principal and his agents. This may cause opportunistic
behaviour by individuals. As a consequence, for example for a wholesaler it
may be costly to observe the decisions of his assemblers and he cannot be sure
whether poor performance stems from bad management or bad luck (Levinthal,
1988). Due to opportunistic behaviour, it is difficult for a wholesaler to reward
the assembler correctly. Opportunism is not the only problem. Williamson
(1985) points at the problem of bounded rationality. Due to a limited cognitive
competence, two individuals having the same information will behave
differently. Hodgson (1993) calls this structural uncertainty. In his opinion,
opportunism is not the main issue. Contracts between a wholesaler and an
assembler may be broken not out of opportunism, but because agreements are
interpreted in a different way. Opportunistic behaviour and bounded rationality
cause a great deal of uncertainty which influences contract negotiations. For
example, for a wholesaler it may be risky to hire the services of an assembler as
it is difficult to control his efforts, to monitor his skills and reliability, and to
enforce agreements. This is not a problem if he purchases from an independent
local trader on the cereal market. In that case payments are based on output
only. It is also possible to hire the services of an assembler who is paid on a
commission basis or to hire family or clan members. They are in general more
loyal and less likely to break agreements. This is exactly what we observe in
Burkina Faso, where spot market transactions and relational contracting are
dominant ways to organise exchange due to institutional deficiencies.
Arguments for and against the different ways to organise transactions will be
discussed in the next section.

3.2 Organisation of Market Transactions

3.2.1 Motives for Choosing an Organisational Structure

Transactions can be organised in many different ways. For example, spot
market transactions, different kinds of contractual arrangements, or ownership
of two segments in a marketing channel. Transactions on the spot market are
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organised in a different way than transactions in more integrated organisations.
According to Williamson (1998), they differ in three respects. First, the market
gives high-powered incentives, whereas in more integrated organisations, e.g. a
firm, the principal has to offer incentives to the agent to provoke desirable
behaviour. Secondly, in market transactions parties can adapt their strategies
autonomously in response to changes in relative prices, whereas in firms more
co-operative adaptations are needed. Thirdly, order relies on contract law and
court ordering in a market setting, whereas administrative controls, rules and
procedures are needed to enforce order in a firm. Levinthal (1988) adds that risk
allocation is different for the possible structures. In more integrated structures,
compensation schemes have to be offered to agree on the allocation of risk
between the principal and the agent.

Williamson (1998) argues that the organisational structure is chosen
which has the best competence to reduce transaction costs. In the literature, also
other motives are distinguished to explain cooperation between firms. Some
general motives can be deduced that are relevant for food markets in developing
countries (see Mahoney, 1992; van Dijk, 1997).

1. Strategic motives to improve market access. This refers to access to credit
for farmers and assemblers and regular access to supply for wholesalers.
According to McMillan and Woodruff (1999) and Mahoney (1992), a
fundamental motive for financial relationships between traders and farmers
is the failure of credit markets in many developing countries. By linking
trade to credit transactions, farmers and assemblers can get access to credit.
Wholesalers may pre-finance their assemblers and retailers, and assemblers
may pre-finance farmers. The interest fee charged by traders depends on the
importance of getting market access. Contracts may be concluded without
any charges if the guarantee of access to buying or selling markets is pre-
dominant. However, usury contracts may exist if the importance of market
access is not decisive.

2. Strategic motives to reduce uncertainty. Seasonality in supply makes the
assembly and distribution of surpluses complex. These activities are
expensive and time consuming due to high transport costs, uncertainty on
prices and traded quantities, and a lack of standard units for measuring
quantities and quality. Setting up an assembly and distribution network of
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local assemblers is time consuming but reduces the uncertainty on supply,
demand, and information (see also motive 4 below).

3. Reduction of transformation costs. Integration may reduce the costs of
transformation as the services provided can be adapted to the specific needs
of the actors involved. Transport costs can be reduced if the commodities
are transferred directly to the final destination. Storage costs can be reduced
if the product can be delivered just in time and stored by the partners having
a comparative advantage (according to Lutz, 1994, and Bassolet, 2000,
traders do not store for long periods).

4. Reduction of transaction costs. On spot markets, prices and conditions of
delivery must be negotiated for each transaction. Closer forms of
cooperation between wholesalers and assemblers or brokers may reduce
transaction costs because negotiations between partners are not necessary
for each transaction. Whether transaction costs reduce, also depends on the
costs related to asset specificity (in particular costs for setting up a trade
network) and to behavioural uncertainty (especially costs to coordinate the
partners and to enforce agreements). These costs may be high, if the
institutions necessary to coordinate cooperation between strangers are
deficient. This problem, which is the case in many developing countries,
can be overcome by hiring relatives or clan members, who can be trusted
more easily.

3.2.2 Organisational Structures of Transactions

Which organisational structures are most suitable on the cereal market in
Burkina Faso? It will be shown in this section, that for some transactions on the
cereal market in Burkina Faso, the spot market is the most efficient structure,
whereas for others, networks of traders and intermediaries based on family and
kinship ties are more efficient. According to Mahoney (1992), the first three
motives discussed above do not determine the organisational structure of a
transaction. In the absence of transaction costs, contracting and financial
ownership may lead to the same result. Mahoney shows that the organisation of
a transaction depends for an important part on transaction cost considerations.
For each alternative organisational structure, transaction costs will be different,
depending on the attributes of the transaction: frequency, uncertainty and asset
specificity (see Section 3.1.2). Uncertainty refers not to supply and demand
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uncertainty (motive 2), but only to behavioural uncertainty, which is related to
problems of bounded rationality and opportunism.

Before indicating how the attributes may influence the organisation of
transactions, I first divide behavioural uncertainty into two measurable
elements. This can be done by considering the levels of outcome-measurability
and task-programmability of a transaction (Mahoney 1992; Eisenhardt, 1989).
Outcome measurability refers to the problem of measuring the output of a
transaction within a practical amount of time or the problem of measuring the
output of an individual agent. An example is the problem to reward an
assembler who has recently been sent to a village by a wholesaler to set up a
network of suppliers. This may take him a while, and he needs to be paid for his
work long before the first results have been achieved. Task-programmability
refers to the problem of measuring the inputs used to produce the commodity.
In this case, it refers, for example, to the possibility to define the assembler�s
tasks and the possibility to measure his efforts in the assembly activities.
Behaviour can be monitored more easily if tasks can be better programmed. For
tasks which are more difficult to programme, monitoring is not effective. The
problem is not only to monitor whether the assembler displays opportunistic
behaviour, but also whether the wholesaler has the information and abilities to
interpret correctly input and output by the assembler.

It can be indicated for each of the attributes how they influence the suitability of
an organisational structure. Firstly, the frequency of a transaction answers for an
important part the question whether integration of activities is opportune.
Traders will make no long-term agreements with farmers if a transaction is only
occasional. In that case, spot market transactions will be more efficient. Motives
to cooperate like improving market access and reducing supply and demand
uncertainty (motives 1 and 2) do not apply if transactions are infrequent. Only if
it concerns transactions with family or clan members, services like credit
granting may be considered. In that case cooperation is not for efficiency
reasons, but is imposed by social norms and values. In the case of frequent
transactions it will be much more profitable for a trader to set up supply
relations with farmers.

Mahoney (1992) argues that in the case of low asset specificity, the spot
market is the ideal governance type. The assets can easily be redeployed for
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other uses, and no additional agreements have to be made. If asset specificity is
higher, both parties have the incentive to safeguard for behavioural
uncertainties. Different kinds of contractual agreements can be made in which
uncertainties can be priced out in the contract. With regard to food markets,
physical asset specificity is not an important determinant, as physical
investments (in for example storehouses and trucks) are not transaction specific.
Human asset specificity may be more important. Investments are needed in
human capital in order to set up assembly and distribution networks and create
trust with trading partners. Due to the importance of human asset specificity
wholesalers often settle long-term contracts with assemblers or they are
recruited among friends or clan members.

Outcome-measurability is not so much a problem on the food market in
developing countries. The quantity produced by farmers or assembled by
brokers is easily measurable. Farmers are paid on the basis of their supply, and
assemblers and brokers are paid on a commission basis, which should provide
the right incentive to perform well. There is a risk that assemblers do not return
the fundings received by the wholesaler. If this is expected to be a problem,
trustworthy friends or family members will be hired as assembler. Outcome-
measurability might be problematic for the set-up of new assembly networks,
due to the time and skills needed for this and the risk of failure due to
competition with other traders. In that case contracts with friends, family or clan
members reduce the uncertainty.

Task-programmability may be a problem on the food market. Although
a wholesaler can easily monitor the expenses of his assembler, it is much more
difficult to monitor his effort and the value of his skills. With regard to farmers
it is very difficult to observe their effort in production, which may be an issue if
they receive a pre-harvest loan. According to Mahoney (1992), this implies that
transactions will take place on the spot market or that contracts will be
concluded with trustworthy friends or family members.

The discussion above shows that many relationships in assembly networks on
the food market in developing countries are based on long-term, clientelistic or
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ethnic relationships.2 In these relationships, trust can more easily be maintained.
Furthermore, information on the partners� reputation and activities can more
easily be obtained and contract fulfilment can more easily be enforced than for
contracts with strangers. Especially the role of trust is important for
understanding trade relationships in developing countries (Landa, 1997;
Nooteboom, 1998; Bardhan, 2000). Trust is a crucial pre-condition for the
establishment of contracts if enforcement mechanisms are absent or
malfunctioning. The existence of an ethical code of conduct, known among all
clan members, helps to achieve efficiency in trading relationships and to reduce
transaction costs considerably.

In Section 3.3 it will be discussed whether the importance of spot
market transactions or clientelistic relationships will be affected by changing
market institutions on the food market in Burkina Faso. In the next section, I
first discuss how market transactions may evolve. Even if institutions improve,
market transactions need not become more efficient.

3.2.3 The Evolution of Market Transactions

The organisation of market transactions is not static. The market is shaped by a
dynamic process as experiences and changes in the environment lead to new
channel formats. On a market, individual participants �interact to generate the
market forces which compel changes in prices, in outputs, and in methods of
production and the allocation of resources� (Kirzner, 1973, p.5). The market
actors may adapt their decisions over time due to the availability of new
information or due to experience.

The work of North (1994) and Bardhan (2000) is interesting here as
they show that institutions do not necessarily evolve in a direction that
facilitates the optimal organisation. According to Landa (1997, p.113)
�particularistic exchange networks based on mutual trust will gradually be
replaced by impersonal exchange networks based on contract, as the economy
evolves a more developed legal infrastructure�. However, �creating the
institutions that will alter the benefit/cost ratios in favour of cooperation in

                                                                
2 McMillan and Woodruff (1998) define clientelisation as the tendency for repetitive purchasers
of particular goods and services to establish continuing relationships with particular sellers rather
than search widely through the market at each occasion.
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impersonal exchange is a complex process, because it not only entails the
creation of economic institutions, but requires that they be undergirded by
appropriate political institutions� (North, 1994, p. 365). Furthermore, Bardhan
(2000) adds that powerful social groups may block institutional change if this
does not suit their interests.

In this respect, it is important to ask whether the family or clan-based
business relations, which are frequently occurring on the cereal markets in
developing countries, are the most efficient organisational structures. It may
also be possible that these structures are imposed by cultural norms and values.
According to Mahoney (1992), relational exchange relationships are efficient if
effort is difficult to measure (low task-programmability) and if it is difficult to
measure individual output (low output-measurability). In that case relational
contracts between family or clan members may have a clear comparative
advantage over contracts with strangers. Cultural norms and values decrease
behavioural and measurement uncertainty (e.g. opportunism, effort and outcome
measurability). According to Williamson (1989, p. 165), the advantages of the
family firm �are developed under four headings: incentives, monitoring,
altruism, and loyalty.� Members of clan-based organisations often hold the
same goals, resulting in low opportunism, making monitoring superfluous.

A problem is, however, that the boundaries of clan-based firms are not
always the most efficient ones. They may inhibit potentially profitable
transactions with people outside the clan if institutions change (Bardhan, 2000).
Other disadvantages are that a clan-based organisation only has access to a
restricted range of talents, and that they have the propensity to forgive
inefficient behaviour (Williamson, 1989). If institutions change (for example if
cereal price information becomes more easily obtainable for cereal traders, if
capital markets become more easily accessible, or if property rights become
better organised) it may be difficult to change a firm based on family-ties into a
firm in which authority is hierarchically settled. Cultural norms and values (i.e.
the first level in Williamson�s division of institutions; see Figure 3.2) do only
change slowly, thus preserving also the relational contracting that has become
inefficient. The work of McMillan and Woodruff (1999) is interesting in this
respect, because they conclude, for the case of manufacturers in Vietnam, that
clientelism is associated with slow growth of the firm. These problems have to
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be taken into consideration in the scenarios of institutional improvements,
which will be formulated in the next section.

3.3 The Influence of Institutional Developments on Marketing Costs

In this section I discuss how marketing costs and organisational structures may
change if market institutions evolve. Furthermore, I raise the question which
institutional developments are important for improving the market functioning
in Burkina Faso. A number of scenarios is described, indicating potential
changes in market organisation and marketing costs resulting from institutional
changes. In Part III of this thesis, the quantitative effects of these changes on
cereal trade flows and cereal prices will be analysed.

To summarise the analysis in this chapter, the organisational structure
of a transaction (or the �play of the game�, see level 3 in Figure 3.2) is
influenced by the three attributes of a transaction: asset specificity, frequency,
and uncertainty (see Section 3.1.2). These attributes are influenced by the
institutional environment of the economy (levels 1 and 2 in Figure 3.2). The
organisational form with the lowest transformation and transaction costs for the
product or service is likely to be the most efficient form. Note that also other
motives are important (see Section 3.2). �The broad goal is to adopt governance
structures that align incentives to protect gains from trade while economising on
the costs of reaching agreement and resolving disputes. The process matters as
much as the outcome� (Steffen, 1995, p.247). It follows from the analysis that
on the cereal market in Burkina Faso, spot market transactions are dominant for
the transactions between producers and assemblers and between retailers and
consumers. To organise transactions between the different intermediaries, most
often, networks are set up in which compliance of agreements is assured by
family or kinship ties.

Which institutional changes will facilitate cereal trade in Burkina Faso? How
may these institutional changes influence the attributes of a transaction, and
consequently the marketing costs in Burkina Faso? How will these changes
affect the organisation of the marketing channel? I describe a number of
scenarios that outline the influence of institutional changes on marketing costs.



Part I � Cereal Trade and Marketing Costs58

Scenario 1: Better road and communication infrastructure
First, due to bad road conditions transport costs are high. Better road
maintenance and more asphalted roads will have a large influence on truck
maintenance costs, fuel costs, and transport time. A positive effect of better
roads is not only that transport will become cheaper, but also that the mobility
of people and goods will increase. This indirect effect may have a stimulating
effect on the economy. Secondly, for wholesalers monitoring is expensive due
to the bad transportation and communication infrastructure. To reduce
behavioural uncertainty and transaction costs, they rely on trustworthy relatives.
However, relatives are not necessarily the most qualified traders. If
infrastructure would improve, wholesalers are expected to employ more often
qualified non-relatives. Thirdly, traders without a trade network can more
cheaply move to an assembly market to purchase directly from producers
instead of relying on assemblers or local traders. Not only transport costs but
also transaction costs will decrease for them. Purchases will probably more
often be spot market transactions and less often purchases from familiar
producers or traders. In other words, it is expected that more is purchased by the
wholesalers themselves or by qualified strangers they hire, and that less is
purchased by relatives of the wholesaler. Note that such an evolution can only
take place slowly, because of social norms and rules which force wholesalers to
hire relatives.

Scenario 2: Higher cereal production levels
Due to improvements in agricultural research, extension services, and
agricultural input markets, higher levels of cereal production may be reached. In
that case, farmers can supply larger quantities of cereals. The result will
probably be lower prices and lower transaction costs per kilogram. For the
farmers who sell larger quantities at once, the negotiation position improves,
which is expected to result in higher revenues. Consumption levels may
increase for all consumers. Especially rural consumers will benefit, because
they can take more from their own cereal stocks. Furthermore, the supply
uncertainty for traders may decline, resulting in lower transaction costs. This
will make the set up of a trade network more profitable, although uncertainties
concerning the effort and behaviour of employees will not change. Governance
of the transactions is not expected to change a lot. Only the relations between
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farmers and assemblers may change. Due to their better negotiation position,
farmers may be more inclined to choose the trader offering the best prices. This
will be positive for the level of competition. On the other hand, traders may be
willing to enter into tighter relationships with farmers who offer large amounts
of cereals.

In the case of production increases, but also in the case of bad harvests,
information on the cereal production levels in the different regions is of vital
importance for farmers and traders. If they receive information on cereal
production early in the season, they can anticipate the expected supply and
demand situation in time. This information is used in the early warning system
which has been set up to prevent famines (�le Programme d�Urgence� handled
by SONAGESS). However, it is not transmitted to cereal traders and producers.
With this information, producers can spread their supplies more efficiently over
the year. Traders can decide more efficiently on where to assemble or supply
their merchandise. Their uncertainty will decrease and human asset specificity
will be lower as information previously obtained from an assembler can be
obtained from other sources. Furthermore, instead of setting up a trade network,
traders can also decide to move to market places on which surpluses or demand
are large. Consequently, transaction costs, especially personnel costs, will
decrease considerably. It is expected that, if better information is available on
the cereal production situation, the marketing channel becomes shorter (with
less intermediate steps) and more goods are transacted on the spot market.

Scenario 3: Higher consumer income levels
Economic developments in the industrial or services sector, or in the cash crop
or livestock sector, may result in higher income levels for the urban and rural
consumers. If consumer income increases, demand levels of the consumers will
rise. As a result, for the traders, it will be considerably less uncertain whether
they can sell their merchandise to the consumers. It will be more profitable for
them to set up a network of retailers. The governance structure of transactions is
not expected to change a lot, but prices will probably increase due to the rise of
demand. This may result in higher cereal supply levels and higher revenues for
the producers. Due to the higher prices, consumers who do not profit from the
economic developments will be worse off.
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Scenario 4: More efficient cereal trade
If cereal trade can be organised more efficiently, marketing costs may decrease
and more may be traded. I consider three possible institutional developments
which may result in more efficiency. First, Danagro (1999) indicates that
training and education to cereal traders has to be improved. Trade skills are
valuable means to improve efficiency on the cereal market and reduce conflicts
on agreements. Better trained traders can manage their business, deal with
uncertainty, and monitor their employees more efficiently than untrained
traders. Consequently, transaction costs may decrease, but also transport and
storage costs may decrease. Furthermore, if traders are better educated, it may
be expected that more of them start their own businesses, rather than going to
work for a wholesaler. This development will be positive for the level of
competition. For example the chamber of commerce may play a role in setting
up training programmes for cereal traders. When starting such initiatives, one
has to be aware of the possibility that they are frustrated by powerful
wholesalers, who fear to lose their position to better educated newcomers.

Secondly, legal protection of agreements as well as notarially
acknowledged written contracts are inaccessible for most traders. This makes
enforcement more difficult and monitoring more important. If laws were better
implemented and corruption would be banned, enforcement of contracts would
become easier, and behavioural uncertainty would decrease. As a consequence
transaction costs would decrease. In that case traders could more easily hire
unacquainted but qualified assemblers and retailers, instead of hiring family
members.

Finally, traders may save on their marketing costs if they purchase
larger quantities from a few farmer co-operatives, instead of small quantities
from a lot of individual farmers. First, for wholesalers, it is not profitable to
invest in an assembly network if the frequencies or quantities of supply are low.
However, it may be interesting to purchase from a few farmer co-operatives,
which supply the surpluses of their members. As a consequence transportation
and storage costs will decrease for the traders, as this will partly be taken over
by the co-operatives. Also transaction costs will decrease considerably. Traders
will not have to bear the costs and risks of a network of assemblers and agents,
and also their supply risks will decrease if they have the co-operative as a client
rather than all member farmers individually. As a result the wholesalers will
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invest in tight relationships with the co-operatives, rather than setting up
extensive assembly networks. They may also be willing to pay higher prices to
the co-operatives than to individual farmers. Secondly, farmers who are a
member of a co-operative may also benefit. They may receive better prices for
their produce, because the co-operative will supply much larger quantities than
the individual farmers and they also have the possibility to sell on distant
market places. Furthermore, the co-operative may also provide other services
(for example credits) due to which farmers are less dependent upon the cereal
traders. Experiences with farmer co-operatives in Burkina Faso are mixed,
however. Not many co-operatives are able to function without external fundings
(Yonli, 1997). Recent experiences with the co-operative UGVBM and the
cereal auction organised by Afrique Verte (see Section 2.2), however, look
promising.

Scenario 5: A better price information system
To decide on where and when to buy or sell, price information is indispensable.
Currently, however, price data transmitted by SIM are often inaccurate and
outdated (Bassolet, 2000). For the wholesalers, accurate price information will
decrease arbitrage uncertainty and reduce human asset specificity of their
agents. First, wholesalers will be less dependent on their agents to obtain
reliable information. They can decide with less risk, to transport to regions with
more favourable prices. Moreover, with more accurate price information,
traders can better predict future prices. Consequently, the risk of suffering
losses from storage decreases. Hence, transport and storage costs will fall. Also
transaction costs will be lower. Especially the time and personnel needed to
obtain the required information will reduce. The need to set up a trade network
in order to obtain correct information reduces. Furthermore, it becomes easier to
monitor whether agents trade at reasonable prices. The wholesaler becomes less
dependent on family members, because hiring unknown employees involves
less risk. As a result, trade networks may evolve from networks in which
gathering information is important, to networks in which assembly and
distribution of cereals is the main task. Secondly, producers, consumers, and
small, independent traders will have a stronger negotiation position with the
larger traders if they have more accurate price information. They can more
easily choose for the trader offering or demanding the best prices. As a
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consequence their transaction costs decrease (one could say that their
negotiation costs decrease or that the losses incurred by a bad negotiation
position decrease). It is expected that more will be traded on the spot market
and less with familiar traders.

Scenario 6: Credit markets better accessible to all traders and producers
The difficulty of obtaining a credit at a reasonable interest rate is one of the
major problems at the cereal market. Missing credit markets prevent small
traders from extending their trade network or storing their merchandise.
Especially the capital costs of cereal trade are considerable. Credit facilities
were promised to be set up for cereal traders after the market liberalisation.
However, conditions imposed on credit granting are still too stringent for most
traders. First, if credits can be obtained more easily, local traders can purchase
larger quantities of cereals without being pre-financed by wholesalers.
Consequently, wholesalers can purchase from them and do not have to set up
networks of local assemblers, with all the accompanying costs and risks. As a
consequence, costs associated to uncertainty on the assemblers behaviour will
decrease, but negotiation costs with other traders will increase. Secondly,
farmers will not be forced to take pre-harvest loans from traders against usury
interest rates if they can obtain formal credits. They will become less dependent
on the few traders who offer credits, but they can sell to the traders offering the
best prices. As a consequence their transaction costs will decrease. The result of
these changes will be that the relationships between the different market actors
will become looser. Wholesalers will purchase more from independent
assemblers, rather than employing them. Farmers will choose the traders
offering the best prices, rather than selling each year to the same traders. These
changes will only take place slowly, due to the rigid social rules. Furthermore,
competition on the cereal market is expected to improve if market actors have
more freedom to choose trade partners.

Scenario 7: The influence of SONAGESS on the cereal market in the northern
regions
After the liberalisation of the cereal market, SONAGESS manages the national
security cereal stock. The last couple of years, they had a cereal stock of
approximately 15,000 tonnes (Bassolet, 2000). The storehouses of SONAGESS
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are situated in the capital Ouagadougou and the three northern shortage regions
Sahel, Centre Nord, and Nord. Each year, a third part of the stock is renewed.
They purchase especially from the large, nationally operating wholesalers in the
period December � February and sell in the shortage regions in the period July �
August. Bassolet (2000) argues that the activities of SONAGESS have a
disturbing effect on the cereal market. Due to their purchases, prices will be
higher during the post-harvest season. Due to their sales, which constitute a
considerable part of the total supplies in that region, prices will be lower during
the lean season than they would be without the presence of SONAGESS. As a
result, long-term storage in the northern regions will not be profitable for
traders, and producers in these regions will receive less if they supply during the
lean season. The presence of SONAGESS in the northern regions will hinder
competition, and take away the possibilities for the traders to profitably set up a
trade network.

These scenarios indicate possible changes in the organisation of the cereal
market and the marketing costs due to improved market institutions. In part II of
this thesis, a mathematical model will be developed with which the influence of
the changes in the marketing costs on cereal trade flows and cereal prices can be
analysed. Furthermore, the effect of these changes in marketing costs on the
behaviour of the producers and consumers, and on the strategies of the traders is
considered. I do not analyse separately the behaviour of the different
intermediaries, but I consider only one type of trader which encompasses all
market actors who assist in transacting the cereals from the producers to the
consumers. In Part III, this model will be applied to analyse one by one the
scenarios. By combining the results of the model with the lessons learned in the
Chapters 2 and 3, more can be learned from the impact of institutional changes
on the behaviour of the different market actors and on the market prices.
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